SRE> BRE BANK SA

S

THE BEST FINANCIAL INSTITUTION
FOR DEMANDING CUSTOMERS

FINANCIAL MARKETS DEPARTMENT
PAGES: 8 WARSAW, FEBRUARY 4, 2010

POLAND WEEKLY REVIEW

MACROECONOMICS AND FINANCIAL MARKETS

IN FOCUS / e  The flow of positive fiscal news » pages 2-3

MACROECONOMICS

FIXED INCOME e Déjawvu. e pages 3-4

MONEY MARKET e NBP will pool the repo amount starting next week e pages 4-5
e Qver-liquidity of the system will still be large

FOREIGN EXCHANGE <+ EURPLN downward confirmed » pages 5-6
e Implied volatility wobble

MARKET PRICES epage 7

CONTACT LIST epage 8

DISCLAIMER epage 9

PREVIEW: The week of February 5" 2010 to February 1112010
Date of Pe- BRE Consen-

Indicator . Last Comment
release riod forecast sus

NO SIGNIFICANT RELEASES

Please read the disclaimer at the end of this document



POLAND WEEKLY REVIEW

FINANCIAL MARKETS DEPARTMENT, BRE BANK SA

In Focus / Macroeconomics

The flow of positive fiscal news

This week Polish FinMin finally released the data on 2009 budget performance (on cash basis).
The deficit amounted to PLN 23.8bn, i.e. 88% of the plan (after mid-year amendment). Better
budget deficit figure is to be attributed to an acceleration in tax revenues. In December 2009 VAT
revenues were by 30% higher than a year ago (the growth rate is affected by low base effect,
though). The cumulated indirect tax revenues in 2009 proved to be higher than in 2008 as well.
Less impressive are the PIT and CIT revenues, which only show signs of stabilization. This not-
withstanding, stronger momentum in tax revenues makes it more likely that 2010 budget reve-
nues will exceed the official budget estimates based on a pretty conservative assumption of a
1.2% GDP growth.
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Another positive fiscal news was directly related to the newest convergence report, which Polish
government has to submit to Brussels on a yearly basis, and new upbeat growth forecasts. The
information agencies have reported that the government based its fiscal consolidation plan (to be
included in the convergence report) on GDP growth rates of 3.4% in 2010, 4.5% in 2011 and
4.0% in 2012. Those forecasts, though not unrealistic, are more optimistic than the market con-
sensus and should naturally translate into lower estimated net borrowing needs (also the press
information), which are to drop from above PLN 80bn to PLN 57bn. The gross borrowing needs
are thus not to top PLN 170 bn, which is the level close to that of 2009. The 2010 fiscal projec-
tions are also close to our earlier estimates based on 3%+ GDP growth forecast. It has to be
stressed, however, that those estimates have not been included in the Convergence Report,
where the government stuck with the 2010 budget deficit figure of 7% of GDP and sees positive
fiscal effect only materializing in 2011 and 2012; there is only a brief statement of the central
budget deficit — due to conservative budget assumptions it may fare better than assumed PLN
52.2 bn.

The third positive factor were the comments by Mr. Almunia, who claims that Polish fiscal re-
forms are on track. However, the market did not really take notice of the details and the fact that
Almunia praised the plan submitted on January 7. by Minister Rostowski in a letter note, and not
the final version which was not ready yet on that time. As the coalition Peasants Party cast many
doubts on some issues of the fiscal consolidation plan (mainly the issues connected with farmer
pensions reform), the official document will present somehow a consensus-blunted view. In our
opinion that is why the Ministry of Finance allowed the growth forecast to “leak out” — it was one
of the easiest ways to make fiscal consolidation path (reducing budget deficit in 2012 to below
3.0% of GDP) more credible.

The update of the fiscal convergence plan is backed up with only 5 important points from the
fiscal reform and consolidation plan, excluding any significant changes in the pension system (to
this point, junior coalition party leader has its own proposals including lump sum pension contri-
bution).

1) Expenditure rules. The rules are aimed at curbing excessive growth of public expenditures in
order to bring general government deficit to 3% within a reasonable horizon (to be specified in
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the upgrade of the convergence plan). The more restrictive rule limits to growth of expenditures
to real 1%. As soon as the deficit reaches 3%, the rule is to be changed to a more neutral and
more supportive to the other automatic stabilizers (from definition automatic stabilizer is anti-
cyclical) i.e. the growth of expenditures will be limited by the mean GDP growth rate in the pre-
ceding 5-6 years. The idea seems reasonable, although the scope of eligible expenditures is
very limited for now (about 25% of all government outlays).

2) Better management of financial flows within the government sector. So far the various minis-
tries managed their accounts separately which made the whole sector artificially unbalanced
(some ministries had surpluses, some shortages with no possibility of clearing the balance). The
proposal aims at managing the funds on a central level, eliminating thereby the need to cover
temporary shortages in various sectors by debt emission. The resolution is planned to generate
PLN 0,2bn of savings and limit the public debt level by at least PLN 10bn in 2010.

3) Changes within the presentation of public obligations. The Ministry proposes not only to pre-
sent public debt figures as a whole but also to isolate the pension system obligations. Such a
proposal is expected to rise transparency of the public debt and may be a prelude of Polish lob-
bying in favor of such a resolution within the other EU countries. On the other hand it is useful
excuse to escape the consequences of fiscal thresholds (50%, 55%, 60%) as public debt exclud-
ing pension obligations (the debt issued to transfer cash to open pension funds) is way below
50%.

4) Changes in pension schemes regarding the police employees and other public services (in-
cluding military) of this sort. Non-negligible effects of the change are likely to be seen no sooner
than in 20 years time.

5) Speeding up the privatization process. No surprise on this field. The plan expect PLN 25 bn of
privatization revenues this year (so far the Ministry of Treasury successfully sold more than PLN
2bn of state assets this year).

Indicator 2007 2008 2009 2010 2011
GDP yly (%) 6.5 4.8 1.7 3+ 4.5
Inflation rate (%, average) 2.4 4.3 3.5 2.3 2.9
Current account (% of GDP, average) 45 -53 13 23 37
Unemployment rate (end-of-year) 114 95 119 1217 10.97
NBP repo rate (end-of-year) 5.00 5.00 3,50 4.00 5.50
Indicator 2009 2010
Q1 Q2 (eX] Q4 Q1 Q2
GDP yly (%) 08 1.1 1.7 3.0 3.8 3.3
Inflation rate (%, average) 32 37 3.5 3.5 3.3 2.1

NBP repo rate (end-of-quarter) 3.75 350 350 350 3.50 3.50

Bold denotes chages from the last release with arrows showing the direction of chages

Last week we saw again very nice volatility on the market. 5y bonds marked new highs in terms
of price, we saw some interest to receive PLN IRS against EUR. The biggest impact on the
curve had very impressive buying by international banks, as we saw huge inflow into PLN bonds
accompanied with massive strengthening of EURPLN. Prices touched highs, yet again, just
ahead of auction. The general sentiment looks to change very much depending on current mar-
ket focus. While all the local story has been positive (better GDP, fiscal story) the external news
tend to weight on the market a lot (especially on Thursdays ... for whatever reason). Wednesday
afternoon and Thursday morning market gapped. We saw good supply especially in 5y and 10y
bonds, curve has become a little steeper and ASW widen 2-5 bp. The total move in 1019
(Thursday to Thursday) was 150 cents (90 up and 60 down) with volumes at this year highs.
This time around it was not Greece, it was Portugal. Summing up, past week we had seen 1)
record inflows into Polish bonds, 2) Ministry of Finance selling record amount of bonds, 3) exter-
nal factors cause strong and volatile sell off. Exactly the same pattern as previous week. Range.
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Our view is unchanged. We stick to the plan we outlined 2 weeks ago. Tight spreads, good li-
quidity and high volatility offer plenty of opportunities for investors. So far, selling rallies and
buying 10y bonds on dips have worked better than buy-and-hold strategy...Turning to a bit
longer horizon, we still see 20y bonds to fall in yield and stick to the idea of 2y2y rates decline,
but see clearly more risk for such a scenario.

avgyield last auction
AUCTIONS next auc. offer last date

13 Week T-bills - - 6,142% 2008-12-09
26 Week T-bills - - 4,456% 2009-05-04
52 Week T-bills 2010-02-08 - 3,838% 2010-02-01
2Y T-bond OK0712 2010-02-10 - 5,052% 2010-01-13
5Y T-bond PS0415 2010-02-10 - 5,736% 2009-12-02
10Y T-bond DS1019 2010-02-19 - 6,046% 2009-05-20
20Y T-bond WS0429 2010-02-19 - 6,170% 2009-09-23

Money Market

NBP will pool the repo

amount starting next week

Over- liquidity of the sys-

tem will still be large

FIXED INCOME &

New reserve requirement settlement period started quietly. Despite of the squared system, the
shortest rates were being quoted below the 3% level. The OIS curve went up by 20 bps for 6M
and longer, due to the central bank’s announcement in which they informed about pooled repo
starting next week. Just to remind, so far all demand has been satisfied during repo auctions.
Now it is going to change and the central bank will start showing the cash amount to be repoed
out. Depending on the offer it can either remain without any influence for the market (large pools)
or will make the participants fight for cash increasing the cost of this OMO. If we consider over
PLN 60 billion, which is currently invested in money bills, we really think that whatever happens
with repo it will not decrease the liquidity of the system much (as of now only PLN 16 billion
comes from the previous repo auctions). Worst case scenario is falling amount of the money bills
in the system, which is not bad at all. Therefore, we think that market overreaction to this infor-
mation might be reflected in falling polonia ois contracts from 6 to 12M. Moreover bullish senti-
ment for other interest rate pIn products (good fiscal information, stronger currency, impressive
demand during bond and T-bills auctions) also support the scenario.
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Foreign Exchange
Finally, Zloty has managed to break the psychological support at 4.000. The stop loss buying of
EUR/PLN downtrend con-  polish currency, and the fresh flows into zloty, dragged the EUR/PLN to 3.9550 (new low). At
firmed this level , the move went out of steam, and with sourer global sentiment (Greece, Portugal) we
have experienced the very swift correction back to 4.0375. In our opinion we are in the
EUR/PLN downtrend with consecutive lower lows and lowers highs; only the break of 4,1250 will
cancel this view.

The EUR/PLN gamma was in demand once the 4.000 has been broken. It could be an effect of
the triggered barrier at 4.0000 that forced same of the “barrier holders” to buy back the gamma

Implied volatility wobble on the market. The short term implied volatility (1week) has jumped about 2.0% as an effect.
One year USD/PLN ATM was traded at 17.75% , 6 months at 17.50% and the currency spread
USD/PLN vs EUR/PLN has widened to 6% mid (0.4% higher vs last week).

Short-term outlook SPOT

Main supports / resistances:
EUR/PLN: 4.8500 / 4.1250
USD/PLN: 2.8000 / 3.9500

The world turbulences will persist but in our opinion the uptrend in Zloty is intact. The correction
will be stopped probably at 4.0550/4.0750. Strong resistance at 4.1250, strong support at 3.900.

OPTIONS
We think the implied volatility market on zloty is now more driven by huge flows then any specific

logic or idea. The historic volatility is being supported only by a few big observations but in gen-
eral remain low. We see Vega edging lower (due to our positive Zloty view) and Vanna higher.
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MARKET PRICES UPDATE
Money market rates (Closing mid-market levels)
date 3M 6M 1Y
MONEY MARKET FXSW WIBOR FXSW WIBOR FXSW WIBOR
RATES PN BI0] #NAZWA? #NAZWA? #NAZWA? #NAZWA? #NAZWA? #NAZWA?
X0 BI0] #NAZWA? #NAZWA? #NAZWA? #NAZWA? #NAZWA?  6,59%
R0ZR10] #NAZWA? #NAZWA? #NAZWA?  649% #NAZWA? #NAZWA?
(022028 10] #NAZWA? #NAZWA? #NAZWA? #NAZWA? #NAZWA? #NAZWA?
0SX02810] #NAZWA? #NAZWA? #NAZWA? #NAZWA? #NAZWA? #NAZWA?
FRA MARKET RATES FRA Market Rates (Closing mid-market levels)
1X4 3X6 6X9 9X12 6X12
#NAZWA? #NAZWA? #NAZWA? #NAZWA? #NAZWA?
2RO #NAZWA? #NAZWA? #NAZWA? #NAZWA? #NAZWA?
#NAZWA? #NAZWA? #NAZWA? #NAZWA? #NAZWA?
(022025 10] #NAZWA? #NAZWA? #NAZWA? #NAZWA? #NAZWA?
FIXED INCOME MAR-
KET RATES 2y 5Y 10Y
WIBOR B IRS OK0709 IRS PS0511 IRS DS1017
e S0Bl] #NAZWA?  3,76% 4,98% 4,69% 5,58% 5,34% 565% 6,15%
OB  659% 3,70% 4.92% 4,66% 552% 530% 560% 6,09%
(0 E02R 0] #NAZWA?  3,70% 4.89% 4,63% 5,49% 524%  559% 6,05%
(02202810] #NAZWA?  3,71% 4,88% 4,62% 550% 5,24% 558% 6,04%
(05028 10] #NAZWA?  3,67% 4.95% 4,62% 55% 524% 562% 6,04%
PRIMARY MARKET Last Primary Market Rates
RATES au.date  maturity avgprice avgyield supply demand sold
52WTB 10-02-01  11-02-01 96,264 3,84% 1200 3348 1200
OK0712 10-01-13 120725 83,260 5,05% 6600 23000 6600
PS0415 09-12-02 150425 98,691 578% 5000 5614 3629
DS1019 10-:01-20 190425 96,009 6,05% 2000 6596 2409
FX VOLATILITY USD/PLN O-celta stradle 25-celta RR 25-0elta FLY
date 1M 3M 6M 1Y 1M 1Y 1M 1Y
g 17,25 17,25 17,25 17,25 2,00 325 0,80 0,85
29-01-10 A=) 17,25 17,25 17,25 2,00 325 0,80 0,85
(E2al)] 17,25 17,25 17,25 17,25 2,00 325 0,80 0,85
0220281] 17,25 17,25 17,25 17,25 2,00 325 0,80 0,85
(050281 17,25 17,25 17,25 17,25 2,00 325 0,80 0,85
ﬁé’;ﬁ;ﬁg; i (o=-3 USD/PLN EUR/PLN  bias
Ul 28957 40630 -20,27%
el 29083 40616 -20,23%
E2al) 28787 4,0250 -20,45%
(02Z0280)] 28603 4,0035 -20,14%
0gf02810 28321 39849 -1880%
Note: parity on 11/04/00 — USD= 4.3806, EUR=4.2196, basket share 50:50
Mid-market volatility of vanilla option strategies
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Contact Details

Forex (BREX) - FX Spot &Options
BRE BANK SA Marcin Turkiewicz (+48 22 829 01 84) Marcin.turkiewicz@brebank.pl
S Jakub Wiraszka (+48 22 829 01 73)
Tomasz Chmielarski (+48 22 829 01 78)

Ul. Senatorska

18 Fixed Income (BREP) - FRA, IRS, T-Bonds, T-Bills
00-950 Warszawa tukasz Barwicki (+48 22 829 01 93) Lukasz.barwicki@brebank.pl

P.O. Box 728 Pawet Biafczynski (+48 22 829 01 86)

Poland

MM __(BREP) - MM, FX Swaps
Barttomiej Matocha (+48 22 829 01 77) Bartlomiej.malocha@brebank.p!
Tomasz Wotosz (+48 22 829 01 74)

Structured Products (BREX)
Reuters Pages: Jaroslaw Stolarczyk (+48 22 829 01 67) Jaroslaw.stolarczyk@brebank.pl
BREX, BREY, Jacek Derezinski (+48 22 829 01 69)

and BRET L.
Institutional Sales (BRES)
Bloomberg: BRE Inga Gaszkowska-Gebska (+48 22 829 12 05)

SWIFT: Research
- Ernest Pytlarczyk, PhD, CFA (+48 22 829 01 66) Research@brebank.pl
BREXPLPW Marcin Mazurek (+48 22 829 0183)
www.brebank.pl
Financial Markets Department
Phone (+48 22 829 02 03)
Fax (+48 22 829 02 45)
Treasury Department
Phone (+48 22 829 02 02)
Fax (+48 22 829 02 01)
Financial Institutions Department
Phone (+48 22 829 01 20)
Fax (+48 22 829 01 21)
Back Office
Phone (+48 22 829 04 02)
Fax (+48 22 829 04 03)
Custody Services
Phone (+48 22 829 13 50)
Fax
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Disclaimer

Distribution and use of this publication

The review note is based on the information available to the public. This review creates exclusively a marketing information as defined
in Paragraph 9 Section 1 of the Decree of Minister of Finance dated November 20, 2009 on procedures and conditions to be followed
by investment firms and banks mentioned in Article 70 Section 2 of Law on Trading in Financial Instruments dated July 29, 2005 as well
as by custody banks. This review note is provided to you for information purposes only and is not intended as advice on any particular
matter or as recommendation, offer or solicitation for purchase of sale of any financial instrument and should not be taken as such.
BRE Bank SA, its directors, officers, executives, managers, servants or agents expressly disclaim all liability to any person in respect of
any-thing, and in respect of the consequences of anything, done or omitted to be done, wholly or partly, in reliance upon the whole or
any part of the contents of this review note. The opinions and estimates contained herein reflect the current judgment of the author(s)
on the date of this document and are subject to change without notice. The opinions pointed in review do not necessarily correspond to
the opinions of BRE Bank SA. The past performance of financial instruments is not indicative of future results. No assurance can be
given that any financial instrument or issuer described herein would yield favourable investment results. BRE Bank and/or its principals
or employees may have a long or short position or may transact in the financial instrument(s) and/or securities referred to herein or may
trade in such financial instruments with other customers on a principal basis. No client or other reader should act or refrain from acting
on the basis on any matter contained in it without taking specific independent professional advice on the particular facts and circum-
stances in issue. Copyright protection exists in this publication and it may not be, even partially, reproduced of distributed without the
prior written agreement with BRE Bank SA.
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